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SUMMARY 


Czechoslovakia in 1973 completed a satisfactory year in both 
industry and agriculture, with national income rising by 5.2 
percent despite poor performance in some individual sectors 
and year-end energy problems blamed on domestics causes. 

The share of Czechoslovakia's trade done with the West rose 
slightly; strong Czechoslovak interest in imports of Western 
manufactured goods, and particularly of Western technology, 


portended a further rise in this trade. 


U. S. exports to Czechoslovakia in 1973 increased by 40% to 

a total of $72 million, while U.S. imports rose modestly to 
$35 million. The bulk of U.S. exports was in agricultural 
products, mainly soybeans and cattle hides, but Czechoslovak 
officials indicated a desire to see an increase in U.S. sales 

of industrial products, as well as in licensing transactions, 
U.S. trade missions and individual business visitors have 

been warmly received in Czechoslovakia, but until now Czecho- 
slovakia, unlike some other European socialist countries, has 
not agreed to joint ventures or to the opening of Western firms' 
offices. 





CURRENT ECONOMIC SITUATION AND TRENDS 


General 


The highly industrialized Czechoslovak economy, which has passed 
the mid-point of the current five-year plan (1971-1975), is either 
meeting or exceeding planned performance levels, at least in quan- 
titative terms, in all major sectors. In 1973 the primary aggregate 
measure of economic growth, national income, rose by 5.2 percent 
over the previous year; its two major components, industrial and 
agricultural production, rose by 6.3 percent and 4,2 percent re- 
spectively. Problems in individual sectors and industries evoked 
official criticism, but by and large the leadership appeared satisfied 
with apparent politico-economic stability and a quantitative growth 
rate perhaps average among Czechoslovakia's CEMA partners. It 
is unlikely that major reforms or new departures of any consequence 
are contemplated for the economy in 1974, and indeed there are no 
signs that such will be intraduced in the 1976-1980 plan. 


The present plan calls for growth in national income in 1974 of 5.3 
percent, virtually identical with that achieved in 1973. Industrial 
production is to expand by the same rate planned for 1973, or 5.8 
percent, even though this rate was exceeded by 0.6 percent last 
year. Agricultural production has a growth target of 3.8 percent 
in 1974, concentrated largely in the higher production of grains and 
fodder for animal feed. (It should be noted, however, that agricul- 
tural production in the Czech Republic is still only 15% higher than 
in the 1930s; production has increased much more in Slovakia, but 
from a much lower base. ) 


Structural Problems of Growth 


Besides energy problems (see below), the major challenges to 
effective performance of the Czechoslovak economy during the 
remaining two years of the current five-year plan include chronic 
labor shortages, aging plants and equipment, a poor and declin-~ 

ing domestic raw materials base, overly cautious industrial and 
agricultural managers, the persistent need to instill greater 
initiative among workers, and scarcity of hard currency with which 
to purchase modern equipment and technology from the West. These 





problems are not new to Czechoslovak planners, but their early 
resolutinn assumes new urgency as the Government seeks to 
fulfill both the rising demands of the consuming public and long- 
term trade and production commitments, primarily with other 
CEMA countries. 


Lagging Construction 


As is clear, many of the problems noted above are inter-related 
and the solution, or partial solution, of one will assist in the 
solution of the others. This process may also work in reverse, 
however, with obstacles to the solution of one problem impinging 
on all the others. For example, it is hardly exaggerating to say 
that the critical lack of housing for yaung married couples has 
contributed to the long-term stagnation in population growth and, 
therefore, to the labor shortage. Better housing would also in- 
crease worker mobility and provide a boost to worker incentives 
as well. Although 118,000 new flats were completed in 1973 
(slightly more than planned) and 130,000 more are to be started 
in 1974, official impatience and public dissatisfaction with the 
housing industry is persistent and clear. Problems of lagging 
construction and poor quality are felt not only in housing, but in 
industrial projects where completion schedules are often not met, 
In an attempt to correct some of the worst aspects of the problem 
the Government recently put a hold on new industrial construction 
projects until unfinished units had been completed; but this rule 
may be relaxed in view of the demand for new plant facilities. 


Labor Shortage 


Faced with a shortage of domestic labor and reluctant to import 
larger numbers of foreign workers than are presently in Czecho- 
slovakia (mostly Poles and a few Yugoslavs, Hungarians and 
Bulgarians) the Czechoslovak Government must seek to increase 
labor productivity by higher bonuses, appeals to work harder or, 
most importantly, by installing more modern, labor-saving 
machinery and equipment. (In 1973, the Federal Statistical 
Office reported that roughly nine-tenths of the increment in 
national income for the year was due to growth in labor pro- 





ductivity; significantly, only 68 percent of the output growth in 
construction was ascribed to this source. ) 


Modernization of Plant and Equipment 


Coupled with the need to cope with rising world prices and 
shortages of raw materials (see below) in part by more 
efficient plant utilization, the problem of increasing labor 
productivity to keep pace with planned production targets will 
continue to confront economic planners in 1974, The planners 
believe that a partial solution to these difficulties lies in in- 
creased imports of advanced technology and production equip- 
ment from the West, either by direct purchases of machinery 
or equipment or the licenses to produce them, (Although the 
plan for foreign trade was generally over~fulfilled in 1973, the 
target for imports of capital equipment from Western capitalist 
countries was not, with the result that funds allocated for these 
purchases in 1973 are certain to be added to those allotted for 
the same purpose in 1974, ) 


Until now, the Czechoslovak Government has shown little inter- 
est in joint-production or similar arrangements with Western 
firms in order to secure needed technology. In this Czecho- 
slovakia clearly lags behind some other CEMA countries. How- 
ever, official and private statements are beginning to reflect the 
view that something beyond purchase of licenses and technological 
know-how (with which many Western firms are reluctant to part) 
must be considered if the economy is to receive an injection of 
up-to-date machinery and technology on the scale it requires. 

But prospects for this form of industrial cooperation still seem 
not bright, since the Government still seems to attach relatively 
little urgency to tackling the issue. 


Energy and Raw Materials 


Worldwide shortages and price increases had a not insignificant 
effect on the Czechoslovak economy in the latter part of 1973 in 
those fields in which the country is relatively dependent on 

Western imports (e.g., soybeans). For the time being, however, 
the country's main dependence on the Soviet Union for raw materials 





-- especially crude oil and, increasingly, natural gas -- has in 
general permitted it steady supplies at stable prices. These 
prices will, however, be renegotiated upward for the 1976-1980 
plan period. Meanwhile, the Soviets' unwillingness or inability 
to raise future supplies of crude to Czechoslovakia above 15 
million metric tons yearly (compared with estimated 1973 
Soviet deliveries of 14.3 million tons) has led to Czechoslovak 
involvement in the Pan-Adria pipeline to be built north from the 
Yugoslav coast, which will bring 5 million tons of Mideast 
crude here each year by the late 1970s. 


Socialist Czechoslovakia typically experiences power shortages 
each winter, but the 1973-1974 shortages have been worse than 
usual, Although concurrent with the energy crisis in the West, 
the blame here has been laid on domestic causes, principally 
shortcomings in conventional power-station construction. 
Nuclear power development has also lagged far behind expec- 
tations of past years, and power development in 1976-1980 is 
to be based largely on ''classic domestic resources" - i.e., 
coal, 


Foreign Trade 


Although the bulk of Czechoslovakia's foreign trade is done with 
the Soviet Union and her other CEMA partners, the proportion of 
this trade fell slightly in 1973 from a level of between 69 and 71 
percent in each of the preceding three years, while total trade 
with ''capitalist'' (including developing) countries rose both 
relatively and absolutely. Exports to all countries rose 8.9 per- 
cent over the preceding year, but exports to capitalist countries 
rose by 1l percent. The pattern was the same for imports, with 
a 16.9 percent increase overall, but a 24.7 percent rise to 
capitalist states. Although much of the increase in trade with 
capitalist states was due to the surge in raw materials prices 
during the year, there were also steady increases in physical 
volume as well. 


One growing problem in Czechoslovak foreign trade is the quality 
of Czechoslovak goods, in many cases lower than prewar Czecho- 
slovak or present Western standards. This has already led to 
discounted prices for Czechoslovak goods in the West. It is 
doubtful whether plant modernization and automation or an increase 
in worker incentives will bring a satisfactory solution to the 
problem, given a planning system basically emphasizing quantity 
over quality. 





Trade with the United States 


Based on preliminary U.S. Department of Commerce data, Czecho- 
slovak trade with the United States continued to increase significantly 
in 1973 even though the volume is still not large. Two-way trade 
with the U.S. rose from $77 million in 1972 to over $107 million in 
1973, an increase of almost 40 percent in one year. Continuing a 
trend begun in the mid-1960s, the balance of trade was heavily in 
favor of the U.S. in 1973 (U.S. sales were $72 million, Czechoslovak 
sales $35 million). Sales of agricultural products (mainly soybeans 
and hides) accounted for most of U.S. exports to Czechoslovakia 
during 1973; non-agricultural products amounted to approximately 
$10 - 12 million, mostly computers and related equipment. 


Czechoslovak goods presently enter the United States without the 
benefit of ''most-favored~nation'' (MFN) tariff treatment. Nor 
does this trade benefit from Export-Import Bank credits, avail- 
able to certain other East European socialist countries. Itis 
anticipated that pending restoration of MFN to Czechoslovakia, 
U.S. sales to Czechoslovakia (and of course Czechoslovak sales 
to the U.S.) will not increase as much as would otherwise be the 
case. 


Loans and Credits 


Among all CEMA countries, Czechoslovakia has made the least use 
of foreign credits in financing its foreign trade and internal develop- 
ment, Until recently, many Czechoslovak purchases in the West 
were done on a virtual cash basis, with little attempt made to secure 
medium- or long-term commercial credits. Recently there have 
been indications that this policy may be relaxing somewhat, perhaps 
in response to steeply climbing world prices for manufactures and 
commodities. It is clear that the availability of credits will be an 
increasingly important factor in Czechoslovak foreign trade policy. 


Major Trade Categories and Sectors of Economy 


Apart from agricultural and industrial raw materials, for supplies 
of which in some categories (e.g., crude oil, soybeans, manganese, 





iron ore, etc.) the country is heavily or even completely dependent 
on foreign sources, Czechoslovakia currently imports production 
machinery and equipment (including machine tools), computers and 
related technology (including office machines), valves and pumps, 
hospital and medical equipment, agriculture machinery, construction 
equipment and miscellaneous manufactures. At present (in 1974) 
additional emphasis is likely to be given to the imports of selected 
consumer goods as well. It should be noted, as regards import 
interest, that among the major sectors marked for modernization 
and expansion under the current Five-Year Plah are the petro- 
chemical, automotive (both cars and trucks), machine tool, power 
generation, and construction and road-building industries. Major 
Czechoslovak exports are textile products, electrical machinery 
and generating equipment, metallurgical plants, machine tools, 
transport equipment, textile machines, glass products, footwear 
and other miscellaneous manufactures. 


Standard of Living 


The Czechoslovak economy in 1974 will continue to support a 
moderately rising standard of living for the populace, as wages 
are allowed to increase at about the same rate as in 1973 (3. 5%; 
this brought the average monthly non-agricultural wage to Kcs. 
2,165 exclusive of bonuses, etc.). Consumer prices will continue 
to be held very near present levels by government order. The 
plan calls for an increase in personal consumption of as much as 
5.5 percent, and takes note of the fact that personal savings in 
banks have risen steadily for the past several years, and now 
stand at just under four months' basic wages for an industrial 
worker. Thus, there is significant pent-up purchasing power in 
the hands of consumers, who may feel that either the selection 

or quality of some goods currently on the market is unsatisfactory. 
In any event, it is interesting that the undoubted growth in acquisi- 
tion of consumer goods, especially private automobiles, has not 
cut savings back. (There are already one million automobiles in 
this nation of 14.6 million, a ratio equivalent to that in Western 
Europe not many years ago.) 





IMPLICATIONS FOR UNITED STATES 


The United States, as a major producer of technologically advanced 
equipment of all kinds, is in a position to benefit significantly from 
full normalization of trade with Czechoslovakia. As the Czecho- 
slovaks turn more and more to Western sources to secure up-to- 
date technoogy and equipment, pressure will increase on Czecho- 
slovak industry to produce quality goods which can earn the foreign 
exchange on world markets to pay for these items, thus compound- 
ing the need to modernize and expand production wherever possible. 


In each sector of the economy slated for expansion the reputation of 
U.S. technology among Czechoslovak planners and industrial mana- 
gers is said to have a clear advantage over that of most other major 
suppliers. And it has still not been forgotten here that we were 
Czechoslovakia's third largest trading partner in the 1930s. It 
would seem natural for our trade to expand in a number of key areas, 
although it may prove impossible to reach our full potential until we 
reach full normalization of commercial relations. The two Govern- 
ments are presently seeking to negotiate a solution to longstanding 
bilateral financial problems, principally compensation for American 
property nationalized by Czechoslovakia and return of Czechoslovak 
gold held in the West since World War Il. Settlement of these 
problems will be an important step forward in our bilateral relations. 


Although the potential for U.S. agricultural sales here (especially 
soybeans) should remain high, Czechoslovak officials have made it 
clear that they would like to see a significant increase in imports 

of U.S. industrial products. Particular interest has been expressed 
here in the U.S. machine-tool industry, but Czechoslovakia is 
interested in U.S. products in all ''Major Trade Categories" listed 
above in Part A. (A number of U.S. multi-national manufacturing 
firms are already doing business in Czechoslovakia, but most of 
their sales do not figure in U.S. export statistics.) A frequent 
complaint heard in Czechoslovakia is that after two decades of 
minimal business contact with the United States, there is a general 
lack of information here on specific U.S. product lines. 


Czechoslovak officials have also expressed deep interest in a major 
increase in purchases of licenses and technology from the West, 





particularly for their petrochemical and automotive industries, 
both on the eve of major expansion. Czechoslovakia is also 
interested in selling licenses to the West; it has had most success 
in the field of textile machinery. As noted above, however, itis 
impossible to predict an early change in Czechoslovakia's negative 
policy on joint ventures. Similarly, the Government remains un- 
willing to let Western firms establish their own offices here, al- 
though there is interest in some Czechoslovak commercial circles 
in the possibility of building an international trade center in Prague 
similar to those to be built in other CEMA capitals. 


During 1973 a warm welcome was given by Czechoslovak govern- 
ment and industry officials to a group of high-level American cor- 
porate executives, several U.S. trade missions, and an official 
Department of Commerce exhibition at the annual Brno engineering 
fair, as well as to individual American business visitors. It is 
apparent that this favorable treatment will continue in 1974. 
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